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I ntroduction

1. The Russi an Federation has experience in conpiling the fixed assets

bal ance sheets in book value and residual value in constant prices and in
average annual prices of the respective years. The data on fixed assets of |arge
and nmedi um si ze enterprises are collected through conplete census. A sanple
survey was conducted in 1999 to collect data on snmall businesses. The estinates
of the age structure of the fixed assets are obtained with the help of

mat hemat i cal nodeling on the basis of the perpetual inventory nmethod, as data
about the age of the fixed assets are not avail abl e.

The nost inportant problem of the fixed assets accounting has been their
reval uation to conpensate for inflation

2. In the situation of a transition econony and high inflation, it was
necessary to undertake reval uations of fixed assets nore often. Fixed assets
were reval ued on 01.07.92, then on 01.01.94, and after that annually, at the
begi nning of each year.
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3. In the course of the four consecutive revaluations the book val ue of the
fixed assets increased by a factor of 19, 20, 4 and 2.6 respectively, and for
the whole period (with the account for the changes between reval uations) their
book val ue grew by a factor of 5900 as can be seen in the table bel ow

Gross book value of the fixed assets

Billion Growm h factor Growth factor to the
denom nat ed to the previous val ue on 01.07.92 before

rubl es val ue reval uati on

01.07.92 before 2.2 1

reval uation

01.07.92 after 41.3 19 19

reval uation

01.01.94 before 63.5 1.5 29

reval uation

01.01.94 after 1277.7 20 578

reval uation

01.01.95 before 1184.7 0.9 536

reval uation

01.01.95 after 4729. 3 4 2140

reval uation

01.01. 96 before 4916. 3 1 2225

reval uation

01.01.96 after 12936. 2 2.6 5854

reval uation

4. The indexes for the fixed assets reval uation were cal cul ated by groups of

fixed assets on the basis of the available price indexes for capital goods
(products of nmachine-building industry and construction materials), construction
and installation works and equi prent as itens of capital investnents. The fact
that the replacenent value of ol der types of mmchi nery, equiprment and buil di ngs
was growi ng slower than that of the new objects was taken into account. The
reval uati on i ndexes for older fixed assets were |ower than for the new ones. The
i ndex nethod of revaluation allowed doing it rather fast.

5. In order to increase the precision of the results, it was allowed to carry
out the revaluation using a nore precise nethod of direct valuation. It was done
on the basis of the docunented data using the market prices for new assets,
simlar to the valued ones. The expert estinates of professional valuers, who
apply the replacenent cost val uation nethods, were used. In the cause of the
revaluation of 01.01.97, out of the total value of the fixed assets of |arge and
medi um si ze enterprises, alnost 50% of the fixed assets were revalued by a

di rect reval uation method.
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6. Due to a noticeable decrease in the inflation rate in Russia before the
August 1998 crisis, sone regulations were issued which allowed a transition from
the mandatory revaluation of fixed assets to voluntary ones. However, voluntary
reval uation did not spread wi de enough (only 2-6 % of the enterprises undertook
it), which can be explained by the prevailing short terminterests of the

mej ority of enterprises over their long-terminvestnent interests.

7. Meanwhi l e prices for capital goods started growing fast after the crisis.
In 1998-99, prices for nmachinery and equi pnent grew by a factor of 1.9 and
prices for construction materials —by a factor of 1.5. As a result, larger and
| arger part of fixed assets appeared to be unrealistically estimted. The share
of depreciation of fixed assets in the total costs of enterprises started
decreasing noticeably. In industrial enterprises, in 1990 depreciation conprised
up to 12% of the total costs, in 1997 —8% in 1998 —7% and in @ 1999 —4%
So, while costs of purchasing raw nmaterials, energy, etc., have been grow ng
along with inflation, depreciation has been artificially understated; it
distorts the enterprise cost structure.

8. Increase in value of fixed assets falls behind the real price growth, it

i npedes accurul ati on of depreciation funds and tinely renovation of fixed
assets, distorts the tax base, conplicates the decision making process at micro-
and macro |evels.

9. In the situation, when mandatory reval uations of fixed assets are not
done, the SNA estinates of capital formation and capital consunption are

obtai ned by recal culating m xed book val ue of fixed assets using a nethod of
statistical revaluation, that is using price indexes of capital goods. However
the increasing uncertainty in valuation of fixed assets danages the quality of
these calculations. Simlar difficulties arise in obtaining other indicators,
where a value of fixed assets is a constituent. It conplicates the tine series
anal ysi s, international conparisons, etc.

10. The International Accounting Standard (I AS) No. 16 stipulates that the
"frequency of revaluations depends on the changes in the true value of fixed
assets. When the true value of revalued assets differs greatly fromtheir book
val ue, additional revaluation is needed. For sone types of fixed assets, their
true value may fluctuate significantly; these types of assets require annua
reval uation. Such frequent revaluations are not needed for assets with slow
changes in their true value, these types of assets nay be reval ued every three
to five years”
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11. In the AS 29 "Accounting for Hyperinflation" it is said that in the
situation of hyperinflation there is no sense in presenting profit and | oss
statenments and financial statements in |ocal currency wi thout revaluation

12. The following characteristics of hyperinflation are given in | AS-29

- the majority of the popul ation prefer to keep their savings in non-
nmonetary assets or in relatively stable foreign currency. Prices nmay be
set in this currency;

- sal es and deliveries on credit are done at such prices which conpensate
for the expected | oss of purchase power during the credit term even if
this period is short;

- interest rates, wages, and prices are tied to the price index;

- the total inflation rate for three years approaches or exceeds 100%

13. After 17 August 1998, the inflation situation in Russia had the above
features. In this connection, Goskonstat of Russia sent a letter to the econonic
agencies with a proposal to consider the issue of developing a schedule for
conducting reval uations of fixed assets. This schedul e may assune annual, as of
begi nning of the year, revaluations on a voluntary basis, if prices for capita
goods for the period after the | ast mandatory reval uati on do not exceed a
certain level, say, 20% |If the price indexes for capital goods exceed the
stipulated level, then fixed assets of all legal entities should be subject to a
mandat ory reval uati on.

14. Moreover, it would be expedient to inprove the nmethodol ogy of fixed assets
reval uation. Fixed assets still contain many objects acquired in the tine of the
pl anned econony, which do not fit into the market economy. This conplicates the
estimation of the real value of fixed assets. It is not advisable to estinmate
the replacenent val ue of useless assets. An extensive narket valuation of fixed
assets (using the npost probable free narket selling price, with the account for
the incone fromassets' operation) is unrealistic for two reasons:

- First, at present in Russia there is not enough information for
determ ning market value: a | arge nunber of enterprises are not
profitable, the expected inconme fromthe operating fixed assets is hard to
determ ne, there are not enough data on sales value of fixed assets as
their secondary market is undevel oped. Val ues obtained by cost accounting
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met hod, inconme nethod, and by conparing purchases of nany objects differ
too nuch, and do not allow obtaining a single estimte of a narket val ue.

- Second, undertaking the extensive and regul ar market valuations of fixed
assets, in principle, coincides neither with international, nor with
Russi an accounting principles; it is hardly realistic even in the
situation of a nmarket econony.

15. Therefore, there is a need in devel oping and inplenenting an approach to
determ ne book value of fixed assets using the cost approach, but applying
adj ustnents, discounts, and coefficients which will allow taking into account

different profitability and different degree of adaptation to the narket econony
in various industries.

16. In accordance with this approach, at first, full residual value of fixed
assets could be determned by a direct valuation nmethod or with the help of

i ndexes, and after that, various adjustment coefficients could be applied. These
coefficients are to be set in a centralized way on the basis of the follow ng
consi derati ons:

- time of production and/or purchasing;

- rate of the accounting depreciation

- i ndustry, depending on the rate of decline of the indicator characterizing
the industry's performance in conparison with, say, 1990;

- i nvest nent ranking of a region

- a single characteristic of an enterprise performance (if it is possible to
chose one).

17. At the last stage residual book value could be estinmted on the basis of
the full book value and depreciation rate before the reval uation

An inportant aspect of neasuring the fixed assets is accounting for depreciation

18. Depreciation rates which are used at present were approved in 1990, they
are often obsol ete, excessively detailed; for many types of fixed assets they do
not correspond with the current rates of their outdating and replacenent. The
share of machi nery and equi pnment which are fully depreciated but are not witten
of f has reached one third in the total volune of fixed assets, and continues to
grow. This denonstrates the existing problens with the renovation of fixed
assets and the unrealistic depreciation rates for the majority of fixed assets.
On the one hand, the actual service life of industrial equipnment is two and a
half tinmes |onger than the standard |life. On the other hand, the actual |ength
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of an effective operation of, say, conputers, has becone nuch shorter than their
standard life.

19. It woul d be advisable to devel op new standards for depreciation rates,
whi ch woul d take into account the international depreciation practices as wel
as the actual rates of wear and tear of fixed assets in Russia.

20. Accounting for depreciation of fixed assets is very inportant fromthe
poi nt of view of inproving the SNA estimtes of capital consunption. At present,
these estinates are obtained using a sinplified nethod on the basis on
statistical data on depreciation of fixed assets and price indexes for capital
goods. In their turn, statistical data on depreciation of fixed assets are based
on the accounting data on depreciation

21. Under this approach, the capital consunption estimtes are excessively
dependent on the applied depreciation rates and nethods, which do not correspond
in full with the nodern trends in wear and tear. Accounting for the fixed assets
that are unusable or ineffective in the situation of a market econony distort
the estinates of capital consunption. The nethodol ogy of obtaining estimates in
average annual and average quarterly prices needs to be inproved as well.

22. At the sane tinme, a possibility is being considered for statistics to
account not only for full (gross) and residual (net) value of fixed assets, but
for their productive value. A straight-line depreciation nmethod that has been
used in Russian accounting practices does not reflect a decrease in productivity
of fixed assets. Moreover, the actual length of service |life of fixed assets
does not correspond with the standard service life derived fromthe acting
depreciation rates. As a rule, the actual service life is nmuch |onger

23. If, under liberalization of the depreciation policy, econonic units are
allowed to apply the accel erated depreciation nmethod, it will increase an

al ready noticeabl e gap between the residual value of fixed assets which, due to
new depreciation nmethod, is declining fast in the beginning of the service life,
and the productivity characteristics which change slower during this period.
These characteristics tend to deteriorate at the |ater stages of operation due
to downtinme caused by breaks and repairs. Chart 1 shows changes in the fixed
assets residual value and in the characteristics of their productivity under

di fferent depreciation nethods.

In the near future Russian statistics will have to devel op a nethodol ogy for
reflecting the value of fixed assets in the SNA assets bal ance sheet
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24. There is a problemwith the fixed assets classification, which has to neet
the requirenments of the SNA. Differences with the existing classification are
mai nly those connected with the accounting for unfinished production, intangible
assets, and sone cultivated fixed assets. Not all needed data are avail abl e at
present.

25. Provision for intangible fixed assets was introduced in the existing
classification of fixed assets as a result of the Coskonmstat's initiative.
However, in the accounting practices and, consequently, in the statistica
practices, intangible fixed assets are not separated fromintangi ble non-
produced assets in the intangible assets. As there was no reval uati on of

i ntangi bl e assets, they are recorded at rather conventional acquisition prices.

26. Data on unfinished construction are presented in the accounting forns for
fixed assets; unfinished construction has been subject to reval uation together
with fixed assets. So, the problemis to separate the itens of unfinished
construction which are, in accordance with the SNA net hodol ogy, included and/or
not included in the fixed assets, and to obtain estimators for the full count of
the econonmic units.

27. To be able to separate cultivated assets representing |ive-stocks and
perennial plants, which are included or not included in fixed assets in
accordance with the SNA net hodol ogy, it is needed to introduce some changes in
their accounting standards, or to devel op a methodol ogy for inputation

28. For conpiling assets and liabilities balance sheet in the franework of the
SNA it is necessary to account for the residual value of the econom c assets in
current prices at the date of accounting.
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ANNEX

Chart
Resi dual value of fixed assets using various depreciation nethods

Y - Residual book value, productive value of fixed assets (as % of the full book
val ue)
X - Life of fixed assets

Resi dual book val ue using various depreciation nmethods
straight-1line

declining bal ance (doubl e decli ning)
sumof-digits

productive value of fixed assets
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